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COUNTY OF YORK, PENNSYLVANIA

ORDINANCE NO. 2006-04

OF THE BOARD OF COUNTY COMMISSIONERS OF THIS
COUNTY AUTHORIZING AND APPROVING A
QUALIFIED INTEREST RATE MANAGEMENT
AGREEMENT (CONSTANT MATURITY SWAP) WITH
RESPECT TO THE COUNTY’S GENERAL OBLIGATION
BONDS, SERIES OF 2006, OUTSTANDING IN THE
AGGREGATE PRINCIPAL AMOUNT OF $74,890,000;
SETTING FORTH THE SUBSTANTIAL FORM OF THE
QUALIFIED INTEREST RATE MANAGEMENT
AGREEMENT; SETTING FORTH AND ADOPTING AN
INTEREST RATE MANAGEMENT PLAN; MAKING
CERTAIN COVENANTS OF THIS COUNTY WHICH ARE
INTENDED TO SECURE THE QUALIFIED INTEREST
RATE MANAGEMENT AGREEMENT; AND
AUTHORIZING APPROPRIATE OFFICERS OF THIS
COUNTY TO TAKE RELATED ACTIONS.

WHEREAS, The County of York, Pennsylvania (the “County”) is a political
subdivision (a county of the third class) of the Commonwealth of Pennsylvania (the
“Commonwealth”), is governed by its Board of County Commissioners (the “Board”), and is a
“Local Government Unit,” within the meaning of the Local Government Unit Debt Act of the
Commonwealth, 53 Pa. C.S. Chs. 80-82 (the “Debt Act”); and

WHEREAS, The Board enacted Ordinance #2005-10 on December 14, 2005 (the

“2006 Bonds Enabling Ordinance”), that authorized and secured the issuance of its General



Obligation Bonds, Series of 2006, in the aggregate principal amount of $74,890,000, dated as of
January 15, 2006 (the “2006 Bonds™), as set forth in detail in the 2006 Bonds Enabling Ordinance;
and

WHEREAS, The Department of Community and Economic Development (the
“Department”), of the Commonwealth approved the proceedings of this County related to the increase of
nonelectoral indebtedness evidenced by the 2006 Bonds, whichl approval of the Department was
evidenced by Certificate of Approval No. GOB-16149, dated January 17, 2006; and

WHEREAS, The Board enacted Ordinance #2006-02 on February 22, 2006 (the
“2006 Basis Swap Ordinance”), that authorized and secured an interest rate management agreement
applicable to the 2006 Bonds (the “2006 Basis Swap”), and amended the 2006 Bonds Enabling
Ordinance to increase the maximum interest rate to be used to calculate the maximum net payments
due under the 2006 Basis Swap to 25%, in addition to the fixed interest rates payable on the 2006
Bonds; and

WHEREAS, RBC Capital Markets (the “Underwriter”) has presented to the Board
of the County a proposal (the “Proposal™) in which the Authority would enter into an interest rate
Swap agreement with the Royal Bank of Canada (“RBC”), under which this County would pay
RBC a variable interest rate equal to 100% of the One-month London Inter-Bank Offered Rate
(“LIBOR”) taxable bond index, and RBC would pay this County a variable interest rate equal to
100% of the 10-Year Constant Maturity LIBOR (USD ISDA Swap Rate) taxable bond index minus
a negotiated percentage, in each case applied to the principal amount outstanding on the

2006 Bonds, over a term not to exceed the final maturity date of the Bonds (the “2006 CMS
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Swap”), with an effective date at least one year after the trade confirmation date of the 2006 CMS
Swap; and

WHEREAS, The Debt Act, including the amendments made by Act No. 2003-23,
effective September 24, 2003, contemplates that the County may become obligated for all or a
portion of the costs incurred under the terms of an interest rate swap agreement meeting the
requirements for a “qualified interest rate management agreement”, as defined in the Debt Act, with
respect to bonds of the County; and

WHEREAS, The 2006 CMS Swap in the judgment of the Board, is designed to
manage, and will assist the Board in managing, interest rate risk or interest cost of the County
associated with the 2006 Bonds, in accordance with the Debt Act; and

WHEREAS, Investment Management Advisory Group, Inc., has represented to the
Board that it qualifies as an “Independent Financial Advisor” as defined in the Debt Act (the
“Financial Advisor”), which is not the provider of the 2006 CMS Swap or an affiliate or agent of
such provider, and has prepared “interest rate management plan”, as defined in the Debt Act, to
address certain financial information and risks associated with the 2006 CMS Swap as well as
previous swap agreements payable or guaranteed by the County (the “Interest Rate Management
Plan’); and

WHEREAS, The Board desires to retain the Financial Advisor as its independent

ﬁnancial advisor in accordance with the Debt Act; and



WHEREAS, The Board of the County has duly read and considered the Proposal,
the Interest Rate Management Plan prepared by the Financial Advisor, and the proposed form,
terms and conditions of the 2006 CMS Swap; and

WHEREAS, The 2006 CMS Swap is consistent with the Interest Rate Management
Plan; and

WHEREAS, The Authority proposes to award the 2006 CMS Swap to RBC, at
private sale by negotiation, and to enter into the 2006 CMS Swap; and

WHEREAS, RBC possesses qualifications (including a credit rating) satisfying the
criteria established by the Debt Act and the Interest Rate Management Plan; and

WHEREAS, As contemplated by the Debt Act, the maximum net payments by
fiscal year for periodic scheduled payments by the County, not including any termination
payments, on (i) the 2006 CMS Swap, (i) the 2006 Basis Swap (as described in Ordinance
#2006-02) and (iii) on every other interest rate management agreement to be entered into by the
County with respect to the 2006 Bonds (collectively the “2006 Bonds Swaps”), shall not exceed
in each case the maximum index rate of 25.0%, per annum, for calculating the net annual payments
by the County thereon, in addition to paying the interest due on the 2006 Bonds at the fixed rates
specified in the 2006 Bonds Enabling Ordinance; and

WHEREAS, The Board of the County desires to take all other action necessary to
authorize and approve the execution and delivery of the 2006 CMS Swap and/or related

instruments, to further secure the 2006 CMS Swap under the terms hereof and of the 2006 Bonds



Enabling Ordinance, as amended, and to execute and deliver such documents as may be necessary
to implement the Proposal.

NOW, THEREFORE, BE IT RESOLVED, by the Board of the County, as
follows:

SECTION 1. The Board hereby engages the Financial Advisor to serve as its
independent financial advisor under the Debt Act, in connection with the 2006 CMS Swap and in
accordance with the terms of an engagement letter presented to this County by the Financial
Advisor. The Board also engages the law firm of Rhoads & Sinon LLP (the “Bond Counsel”) to
serve as special counsel to this County in connection with the 2006 CMS Swap and in accordance
with the terms of an engagement letter presented to this County by the Bond Counsel,

SECTION 2. This County does hereby approve and adopt the Interest Rate
Management Plan, a copy of which is attached hereto as Exhibit A, and, without limiting the
generality of the foregoing, approves, ratifies and confirms the qualifications established by this
County in said Plan for the selection of RBC as the provider of the 2006 CMS Swap, which
qualifications include, among other things, a rating for the provider of the 2006 CMS Swap that is
in one of the three highest rating categories of a nationally recognized credit rating agency.

SECTION 3. The Board of the County determines that (1) the 2006 CMS Swap
shall be awarded at private sale by negotiation, which is determined to be in the best financial
interest of the County, {ii) RBC possesses the qualifications required by law and the Interest Rate
Management Plan for a provider of a qualified interest rate management agreement, and (iii) the

2006 CMS Swap shall be awarded to RBC.



SECTION 4. The Board hereby finds and declares the following:

(1)  the notional amount of the 2006 CMS Swap at all
times shall not exceed the then outstanding principal amount of the
2006 Bonds;

(2)  the term of the 2006 CMS Swap shall not exceed the
latest maturity date of the 2006 Bonds;

3) the 2006 CMS Swap shall contain a provision
requiring the termination thereof if the 2006 Bonds are no longer
outstanding;

(4  the maximum annual interest rate which shall be
required to be paid by this County under the 2006 CMS Swap, and
on each of the other 2006 Bonds Swaps, shall be 25%, per annum;

%) the maximum net payments by fiscal year due and
payable by the County for (1) periodic scheduled payments, not
including any termination payments, due under the 2006 CMS Swap
and under each of the other 2006 Bonds Swaps, and (ii) the interest
on the 2006 Bonds, shall not exceed the aforesaid maximum interest
rate specified in the 2006 CMS Swap and in each of the other 2006
Bonds Swaps, plus the fixed interest rates previously specified in the

2006 Bonds Enabling Ordinance;



(6)  the source of payment of the County’s obligations
with respect to the 2006 CMS Swap shall be general revenues;

(7)  the 2006 CMS Swap, in the form herein authorized
and approved, contains provisions addressing the actions to be taken
if the credit rating of RBC changes; and

(8)  the periodic scheduled payments due under the 2006

CMS Swap and any payments due on the 2006 Bonds in respect of

principal of and interest on the Bonds shall be senior in right and

priority of payment to any termination payments due under the 2006

CMS Swap.

SECTION 5. The Board of the County does authorize and approve the 2006
CMS Swap, which shall be substantially in the form (ﬁlcluding an ISDA Master Agreement, related
Schedule(s) and Confirmation) attached hereto as Exhibit B. In accordance with the Debt Act,
within fifteen (15) days following the enactment of this Ordinance, a certified copy thereof, in
including the Interest Rate Management Plan and substantial form of the 2006 CMS Swap, shall be
filed with the Department.

SECTION 6. Subject to the receipt of (i) the oral opinion, which shall be
followed by a written confirmation, from the Financial Advisor that the financial terms and
conditions of the 2006 CMS Swap, including the proposed final Confirmation, are fair and
reasonable to this County, and (ii) a determination by the County Administrator that the final

terms and conditions of the 2006 CMS Swap (including the final percentage to be deducted from
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10-Year LIBOR receivable by this County) are satisfactory, then the President or Vice President
of the Board, or other authorized officers of the County, shall execute on behalf of the County such
instruments and documents as may be necessary or appropriate to enter into and secure the 2006
CMS Swap under the terms hereof.

The 2006 CMS Swap shall be substantially in the form set forth in Exhibit B, with
such insertions, omissions and variations consistent with this Ordinance as the County
Administrator may request and approve, his execution of a certificate or similar instrument to
constitute conclusive evidence of such approval. Officers and agents of the County shall file
appropriate proceedings regarding the 2006 CMS Swap, and the amendment of the 2006 Bond
Enabling Ordinance, with the Department of Community and Economic Development, as required
by Section 8284 of the Debt Act

SECTION 7. The County hereby covenants to do the following:

(a To include the periodic scheduled amounts payable
under the 2006 CMS Swap for each fiscal year of the County in the
budget of the County for that fiscal year; and

(b) To appropriate those amounts from the general

revenues of the County for the payment of amounts due under the

2006 CMS Swap.

SECTION 8. The County does hereby pledge its full faith, credit and taxing
power for the budgeting, appropriation and payment of periodic scheduled payments due under the

2006 CMS Swap.



SECTION 9. The County does hereby covenant that the periodic scheduled
payments due under the 2006 CMS Swap, payments due under any other 2006 Bonds Swaps and
the payments in respect of principal of and interest on the 2006 Bonds shall be equally and ratably
payable and secured.

SECTION 10. The County hereby covenants to include any termination
payment or similar payment required under the 2006 CMS Swap, which may become due and
payable by the County under the terms of the 2006 CMS Swap, in the County’s then current budget
at any time during a fiscal year or in a budget adopted in a future fiscal year.

SECTION 11.  The County covenants to include in its annual financial
statements information with respect to the 2006 CMS Swap, including any information required
pursuant to any Statement issued by the Governmental Accounting Standards Board. The F inancial
Advisor is retained to perform ongoing monitoring of the financial consequences of the 2006 CMS
Swap, as well as other outstanding swap obligations payable by the County, subject to the terms of
appropriate written agreements.

SECTION 12.  The prior advertisement of a public notice of intent to enact this
Ordinance in one or more newspapers of general circulation in the County is hereby ratified and
confirmed, and the advertisement of a public notice of the enactment of this Ordinance within 15
days following its enactment, as required by the Debt Act, is hereby authorized and directed. The
Chief Clerk of the Board is hereby authorized and directed to arrange for the advertisement of such
notices or to authorize and direct the Solicitor or Bond Counsel for the County to make such

arrangements.



SECTION 13.  The President or Vice President of the Board and the Chief
Clerk, respectively, of the County are authorized and directed, as required, necessary and/or
appropriate: (a) to file with the Department of Community and Economic Development of the
Commonwealth (the “Department”) a certified copy of this Ordinance, including its appendices,
and a copy of the proofs of publication of the required public notices of this Ordinance, (b) to pay or
to cause to be paid to the Department all proper filing fees required in connection with the
foregoing, and (c) to pay, ér to authorize payment of, all other fees and expenses of the County
incurred or to be incurred in connection with undertaking the 2006 CMS Swap as contemplated by
the Interest Rate Management Plan and the Proposal, including fees and expenses of preparing,
advertising and enacting this Ordinance.

SECTION 14. The 2006 Bonds Enabling Ordinance is hereby amended to
include a maximum interest rate of 25.0% payable on each of the following: (i) the 2006 CMS
Swap, (ii) the 2006 Basis Swap, and (iii) all other 2006 Bonds Swaps, plus the interest payable at
the stated fixed rates by maturity on the 2006 Bonds. Exhibit C contains schedules illustrating:
(1) the fixed, scheduled payments due on the 2006 Bonds, (2) the maximum, scheduled net
payments on the 2006 CMS Swap (assuming County payments of 100% of One-month LIBOR
based on a constant index rate of 25% netted against County receipts of 100% of 10-Year
Constant Maturity LIBOR based on a constant index rate of 0%), and (3) the maximum,
scheduled net payments on the 2006 Basis Swap. The remainder of the 2006 Bond Enabling

Ordinance, as amended by Ordinance #2006-02, shall remain in full force and effect.
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SECTION 15.  Proper officers of the County are authorized and directed to take
all other required, necessary and/or appropriate action, or to authorize all other required, necessary
or appropriate action to be taken, by or on behalf of the County, to implement the 2006 CMS Swap,
the Proposal and the approved Interest Rate Management Plan.

SECTION 16.  Any reference in this Ordinance to an officer of the County or a
member or officer of the Board of the County shall be deemed to refer to his or her duly qualified
successor in office, if applicable.

SECTION 17.  This Ordinance shall be effective for all purposes immediately
upon its enactment, as permitted by the Debt Act.

SECTION 18. In the event any provision, section, sentence, clause or part of
this Ordinance shall be held to be invalid, such invalidity shall not affect or impair any remaining
provision, section, sentence, clause or part of this Ordinance, it being the intent of the County that
such remainder shall be and shall remain’in full force and effect.

SECTION 19.  All Ordinances or parts of Ordinances, insofar as the same shall

be inconsistent herewith, shall be and the same expressly are repealed.
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DULY ENACTED, by the Board of the County, in lawful session duly assembled,

this 20" day of September, 2006.

COUNTY OF YORK, PENNSYLVANIA

By: : ,'C
ounty Commissioner

/ County Commisefoner

County Commissioner

By:




'EXHIBIT A

INTEREST RATE MANAGEMENT PLAN



September 19, 2006

County of York, Pennsylvania
Interest Rate Management Plan

OVERVIEW

In accordance with the requirements of Act 23 of 2003, amending the
Pennsylvania Local Government Unit Debt Act (“LGUDA” or the “Debt Act”), this
report shall presently serve as the “Interest Rate Management Plan” (the “Plan”), as that
phrase is defined in the Debt Act, of the County of York, Pennsylvania (the “County”).
This Plan has been prepared by Investment Management Advisory Group, Inc.
(“IMAGE?”), which constitutes an “Independent Financial Advisor”, as that phrase is
defined in the Debt Act. This Plan shall cover all Qualified Interest Rate Management
Agreements (“QIRMAs”), as that phrase is defined in the Debt Act, including but not
limited to the 2006 Constant Maturity Swap (hereinafter defined), and all other interest
rate swaps, caps, floors, swaptions and similar derivative instruments currently payable or
guaranteed by the County (including such agreements entered into by GASP or YCIDA,
hereinafter defined, with respect to bonds or other obligations which are payable by or
guaranteed by the County).

This analysis has been performed specifically with regard to a new QIRMA which
would be entered into by the County in the near future and which would be paid directly
by the County. The County has also guaranteed certain sums payable by the General
Authority of Southcentral Pennsylvania (“GASP”) under Loan Agreements with GASP,
and under a Guaranty Agreement with the ‘York County Industrial Development
Authority (“YCIDA”), under other QIRMAs which will be further described below.

Existing 2006 Basis Swap

The County entered into a transaction commonly known as a basis swap (the “2006 Basis
Swap”) on February 22, 2006 relating to the County’s $74,890,000 outstanding General
Obligation Bonds, Series of 2006 (the “2006 Bonds”), issued on January 24, 2006, as
fixed rate bonds. In the 2006 Basis Swap, the County agreed to pay commencing on
March 1, 2006, to Royal Bank of Canada (“RBC” or the “Counterparty™), interest on the
outstanding notional amounts at a rate equal to 100% of Bond Market Association
Municipal Index (“BMA”) which will be netted against receipts from the Counterparty on
the same notional amount equal to 67% of the USD-LIBOR-BBA index having a one-
month maturity (“1-Month LIBOR”) plus a fixed spread of 42.39 “basis points” (1/100%
of 1.0%) or .4239% (the “Fixed Spread”). BMA is an index that reflects prevailing tax-



exempt interest rates and LIBOR is an index that reflects prevailing taxable interest rates.
The County executed the 2006 Basis Swap expecting it to result in payments to the
County that will be deposited in the sinking fund for the 2006 Bonds and applied to
reduce debt service otherwise payable from its general fund. The maximum interest rate
payable on the 2006 Basis Swap is 25.0%, per annum. The 2006 Basis Swap is the
subject of an interest rate management plan approved in the County’s ordinance #2006-02
enacted on February 22, 2006, that authorized and secures the 2006 Basis Swap, and is
incorporated herein by this reference.

Proposed 2006 Constant Maturity Swap

The County is considering entering into a transaction commonly known as a constant
maturity swap (the “2006 Constant Maturity Swap”), that will also relate to the County’s
2006 Bonds in addition to the 2006 Basis Swap. It is expected that the 2006 Constant
Maturity Swap will be structured with a declining notional (principal) amount which will
mirror the annual principal amortization of the 2006 Bonds.

The final termination date of the 2006 Constant Maturity Swap will not be later
than June 1, 2033, the final maturity date of the 2006 Bonds. The 2006 Constant
Maturity Swap will be structured so that after its effective date, which is assumed for this
analysis to be December 1, 2007, the County will agree to pay to Royal Bank of Canada
(“RBC” or the “Counterparty”), interest on the outstanding notional amounts at a floating
rate equal to 100% of the USD-LIBOR-BBA index having a one-month maturity (“1-
Month LIBOR™) , which will be netted against interest receipts from the Counterparty on
the same notional amounts equal to a 100% of USD-ISDA-SWAP Rate having a ten-year
maturity (“10 Year LIBOR”) less a fixed spread (percentage) to be determined at pricing.

Historical data between 1990 and 2006, inclusive, indicates that the average
annual return or profit for a party paying 100% of 1-month LIBOR versus receiving
100% of 10-LIBOR less a fixed spread of 57 basis points (an estimated return based on
current market conditions) has been approximately 133 basis points (1.33%). If this
average relationship between the two indexes continues over the entire term of the 2006
Constant Maturity Swap, the County will be a net receiver over the term of the 2006
Constant Maturity Swap. However, during periods when the interest rate yield curve (the
level of interest rates for various terms or maturities) is flat or inverted (short term rates
are higher than long term rates) (See Interest Rate Curve Risk below), as the yield curve
has been for most of 2006, the County would be required to make a net payment. If the
interest rate yield curve returns to a more “typical” or average shape (upwardly sloping),
the County will receive net payments. The payments resulting from the 2006 Constant
Maturity Swap are unrelated to those arising from the 2006 Basis Swap.

The County hopes that the 1-Month LIBOR/10-Year LIBOR relationship will
return to its historic average by the effective date of the 2006 Constant Maturity Swap on
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or about January 1, 2008. Payments to the County under the 2006 Constant Maturity
Swap will be deposited in the sinking fund for the 2006 Bonds and applied to reduce debt
service otherwise payable from its general fund. If this transaction had been entered into
in 1990, on a bond issue identical to the 2006 Bonds, the County would have received
annual payments of up to $2,305,000 (1992) and the County would have made annual
payments of up to $195,754 (1998). (see schedule below which assumes a party receiving
100% of 10-Year LIBOR less a fixed spread of 57 basis points versus paying 100% of 1-
Month LIBOR, on the fixed notional amount of $74.89 million).

A B =A-B

0.5066 379,419
1991 437 5.89 1.9780 1,481,310
1992 278 3.75 3.0789 2,305,784
1993 240 39 24349 1,823,501
1994 2.84 4.49 24105 1,805,209
1995 385 5.96 0.4037 302,335
1996 343 5.45 0.7715 571,767
1997 3.66 5.65 0.5257 393,726
1998 343 5.58 (0.2614) (195,754)
1999 33 5.25 0.6484 485,599
2000 4.12 6.42 0.1516 113,525
2001 261 3.86 13941 1,044,073
2002 138 177 2.8331 2,121,745
2003 1.03 121 26203 1,962,320
2004 123 1.51 26139 1,957,586

0.7635 571,817

The County is assuming risk that historic relationship between short term and long term
interest rates will be altered by unforeseeable changes in the bond market (i.e. a steeper
sloping interest rate yield curve). If a long term or structural change occurs in the
relationship between the two indexes which is sufficiently large (that the yield differential
between the two is relatively small), the County could find itself a net payer under the
2006 Constant Maturity Swap.

A flat or inverted interest rate yield curve can result from market forces outside of
the control the County and are generally tied to the overall economy of the United States
and the rest of the world and various global events. Such situations have occurred in the
past, however they have typically been short-lived. The possibility of a prolonged flat or
inverted interest rate curve that would adversely affect the benefit of the 2006 Constant
Maturity Swap is known as “Interest Rate Yield Curve Risk”. Currently, the interest rate
yield curve is flat but is expected to return to an average shape at some point in the
future. The effective date of the 2006 Constant Maturity Swap is being delayed until
approximately January 1, 2008, to allow time for the yield curve to return to a positive
slope. However, no-one can predict the future of interest rates, particularly over a period
of over 25 years which is the length of the proposed 2006 Constant Maturity Swap..
Interest Rate Yield Curve Risk is discussed in further detail below.
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II.

The County has selected RBC to be the provider of the 2006 Constant Maturity
Swap, and RBC qualifies to serve as a party to a QIRMP under the requirements of the
Debt Act (see discussion of Counterparty Risk, below). The County has entered into
engagement agreements with IMAGE to serve as financial advisor, and Rhoads & Sinon
LLP to serve as special counsel, in connection with the 2006 Constant Maturity Swap.
These firms will receive payments directly from RBC after the 2006 Constant Maturity
Swap is entered into (as listed in Appendix B). These payments have the affect of
decreasing the fixed percentage of 10-Year LIBOR to be received by the County and,
therefore, reducing the net payments that will be receivable by the County under the 2006
Constant Maturity Swap.

County Debt Outstanding

The County had total debt outstanding backed by its full faith, credit and taxing
power of $219,585,000 as of this date, consisting of $126,680,000 of General Obligation
Bonds of the County itself, $82,350,000 of lease rental debt evidenced by outstanding
bonds or notes of GASP (as to which the County is the guarantor), and $10,375,000 of
lease rental debt evidence by a guaranty of outstanding bonds of the YCIDA. A schedule
of all currently outstanding debt obligations, including fixed annual debt service and, for
floating rate debt, estimated annual debt service, is shown in Appendix A. No new debt
is proposed or associated with entering into the 2006 Constant Maturity Swap other than
the previously issued 2006 Bonds.

County/Authority Swaps Outstanding

The County has only entered into the 2006 Basis Swap allocable to its own
general obligation bonds as of this date (as described above in Background). The County
has also effectively guaranteed five swaps that are currently outstanding, four covering
bonds issued by GASP and one covering bonds issued by YCIDA.

On June 29, 2000, GASP issued its Variable Rate Demand County Guaranteed
Revenue Bonds, Series A of 2000 (the “2000A GASP Bonds”), in the aggregate principal
amounts of $22,035,000 ($19,090,000 of which remain outstanding). On October 19,
2001, GASP issued its Variable Rate Demand County Guaranteed Revenue Bonds, Series
of 2001 (the “2001 GASP Bonds”), in the aggregate principal amount of $32,435,000

($30,645,000 of which remain outstanding). The 2000A GASP Bonds and the 2001

GASP Bonds were issued in a floating rate mode with weekly interest rate resets, and
both carry AMBAC municipal bond insurance. The 2000A Bonds were further secured
by a Standby Bond Purchase Agreement issued by First Union/Wachovia Bank (together,
the “2000A Liquidity Facility”). The 2001 Bonds were further secured by a Standby
Bond Purchase Agreement issued by JP Morgan/Chase Bank (the “2001 Liquidity
Facility”). All sums due on the 2000A GASP Bonds and on the 2000A Liquidity
Facility, as well as all sums due on the 2001 GASP Bonds and on the 2001 Liquidity
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Facility, are payable by the County under a Loan Agreement (which does not legally
constitute County indebtedness), and under a Guaranty Agreement (which does constitute
County lease rental debt), both dated as of June 1, 2000. The maximum interest rate on
the 2000A GASP Bonds and on the 2001 GASP Bonds is 15.0%.

On June 27, 2003, GASP entered into a forward starting interest rate swap with
RBC with respect to the $32,435,000 then outstanding principal amount of the 2001
GASP Bonds, under the terms of which GASP (and the County under the Loan
Agreement and Guaranty Agreement) make fixed rate payments of 4.06% and receive a
floating rate payments based on 100% of the BMA Index commencing on January 2,
2004 (the “2001 Bonds Fixed Pay Swap”).

On October 30, 2003, GASP issued the 2003 GASP Bonds in the aggregate
principal amounts of $32,620,000 ($32,615,000 of which remain outstanding). The 2003
GASP Bonds were issued in a floating rate mode, with weekly interest rate resets (which
continues today), and carry AMBAC municipal bond insurance. The 2003 Bonds were
further secured by a Standby Bond Purchase Agreement issued by RBC Centura Bank
(the “2003 Liquidity Facility”). All sums due on the 2003 GASP Bonds and on the 2003
Liquidity Facility are payable by the County under a Loan Agreement (which does not
legally constitute County indebtedness), and under a Guaranty Agreement (which does
constitute County lease rental debt), both dated as of October 1, 2003. The maximum
interest rate on the 2003 GASP Bonds is 15.0%.

On March 1, 2004, GASP (at the request of the County) did the following: a)
converted both the 2000A GASP Bonds and the 2001 GASP Bonds from the weekly
floating rate mode to a term rate mode having a fixed rate of 4.50% for a period ending
on December 1, 2008, b) applied additional proceeds of the remarketing of the 2000A
GASP Bonds and 2001 GASP Bonds at a premium interest rate (reducing the
outstanding principal amount of the 2000A GASP Bonds from $21,590,000 to
$19,090,000, and reducing the outstanding principal amount of the 2001 GASP Bonds
from $32,435,000 to $30,645,000, c) terminated the 2000A Liquidity Facility and 2001
Liquidity Facility, and the Remarketing Agreements associated with the 2000A GASP
Bonds and the 2001 GASP Bonds, during the term rate period, and d) simultaneously
executed a floating rate pay (100% of BMA)/fixed rate receipt (2.51%) interest rate swap
(the “2000A/2001 Term Period Floating Pay Swap™) with RBC to synthetically convert
the 2000A GASP Bonds and 2001 GASP Bonds back to floating rate obligations (plus
the differential in the fixed rate obligations) during the same term rate period. The 2001
Bond Fixed Pay Swap remained in place as originally contemplated so that the floating
rate obligations on the 2000A/2001 Term Period Floating Pay Swap attributable to the
2001 GASP Bonds are offset to create “synthetic fixed rate” obligations on the 2001
GASP Bonds. The maximum interest rate applicable to payments by the County on the
2000A/2001 Term Period Floating Pay Swap is 17.51%.



On November 16, 2004, YCIDA entered into a floating rate (100% of LIBOR)
receipt/fixed rate (4.71%) pay (the “2003B YCIDA Bonds Fixed Pay Swap”) relating to a
portion of the YCIDA’s outstanding $8,375,000 Variable Rate Demand County
Guaranteed Economic Development Revenues Bonds (York County Economic
Development Corporation Project), Series 2003B (Taxable) (the “2003B YCIDA
Bonds”). The 2003B YCIDA Bonds Fixed Pay Swap is on an initial notional amount of
$5,000,000 declining to $3,000,000 on December 1, 2009, creating a partial “synthetic
fixed rate” liability of GASP (and the County as guarantor of the 2003B YCIDA Bonds
and the 2003B YCIDA Bonds Fixed Pay Swap). RBC is the provider of the 2003B
YCIDA Bonds Fixed Pay Swap. The final termination date of the 2003B YCIDA Bonds
Swap is December 1, 2014, which is not later than the final maturity date of the 2003B
YCIDA Bonds. The remaining portion of the 2003B YCIDA Bonds in the amount of
$2,375,000 (increasing to $5,375,000) will remain as unhedged floating rate bonds. Also,
the $2,000,000 Variable Rate Demand County Guaranteed Economic Development
Revenues Bonds (York County Economic Development Corporation Project), Series
2003A (Taxable) (the “2003A YCIDA Bonds”), also guaranteed by the County, remain
unhedged in a floating rate mode. The maximum interest rate on the 2003A YCIDA
Bonds and on the 2003B YCIDA Bonds is 25.0%.

On March 16, 2005, GASP, at the County’s request, entered into two forward
starting, floating rate receipt/fixed rate pay swaps (together, the “2000A/2003 Bonds
Fixed Pay Swaps”), relating to (1) GASP’s $19,090,000 outstanding County Guaranteed
Revenue Bonds Series A of 2000 (the “2000A GASP Bonds™), currently in a term rate
(fixed) mode through December 1, 2008, and its corresponding floating rate pay/fixed
rate receipt obligations under the 2004 Term Rate Swap (see above), and (2) GASP’s
$32,260,000 outstanding County Guaranteed Revenue Bonds, Series of 2003 (the “2003
GASP Bonds™), currently in a weekly floating rate mode. The 2000A/2003 Bonds Fixed
Pay Swaps were structured with a declining notional (principal) amount that mirrored the
principal amortization schedules on the 2000A GASP Bonds and 2003 GASP Bonds,
respectively, thus creating “synthetic fixed rate” liabilities of GASP and the County.
The 2000A/2003 Bonds Fixed Pay Swaps was structured so that after their effective date,
June 1, 2006, GASP will receive semiannual payments equal to the notional amount of
each of the 2000A/2003 Bonds Fixed Pay Swaps multiplied by a floating rate based on
100% of the rate established by the Bond Market Association (“BMA”) tax-exempt
obligation floating rate index, during that period. On the same payment dates, GASP will
be required to make payments, based on the same notional amounts, multiplied by a fixed
rate of 4.335% on the 2000A Bonds Fixed Pay Swap and 4.43% on the 2003 Bonds Fixed
Pay Swaps. The GASP (via the County) will continue to make regularly scheduled
payments on the associated Bonds. The net effect being is that GASP created a synthetic
fixed rate obligation from the effective date to the termination date of the 2000A/2003

Bonds Fixed Pay Swaps.

The proposed 2006 Constant Maturity Swap, the 2006 Basis Swap, the 2000A/2003
Bonds Fixed Pay Swaps, the 2001 Bonds Fixed Pay Swap, the 2000A/2001 Term Period
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Floating Pay Swap and the 2003B YCIDA Bonds Fixed Pay Swap are collectively
referred to as the “County Swaps”.

Fees Paid or Payable in Connection with the 2006 Constant Maturity
Swap

The Debt Act states that a QIRMA must contain, among other provisions “a
schedule listing all consulting, advisory, brokerage or similar fees, paid or payable, by the
local government unit in connection with the qualified interest management agreement,
and a schedule of any finder’s fees, consulting fees, or brokerage fees, paid or payable by
the other party in connection with the qualified interest management agreement.” A
schedule of all consulting, advisory, brokerage or similar fees to be paid by the County,
RBC and any other party in connection with the 2006 Constant Maturity Swap, is shown
in Appendix B.

Scheduled Periodic Payments under the 2006 Constant Maturity Swap

A schedule of fixed, and in the case of floating rate obligations, estimated and
maximum periodic scheduled annual payments, payable by the County, and to be
received from RBC under the 2006 Constant Maturity Swap and 2006 Basis Swap in
each year during the term of the 2006 Constant Maturity Swap and 2006 Basis Swap, is
shown in Appendix C. These maximum schedules are based on a cap of 25% on the
County payments under both the 2006 Basis Swap and the 2006 Constant Maturity
Swap.The schedules also assume that the 1-Month LIBOR index equals 100% of BMA,
both at 25% and that 10 Year LIBOR is at 0.00%. Therefore, under the 2006 Basis
Swap, the County would pay 25% and RBC would pay 67% of 25% = 16.75%, which
would result in maximum net payments by the County, and under the 2006 Constant
Maturity Swap the County will pay 25% and receive 0.00% from RBC also representing
maximum payments by the County. The County amended the ordinance originally
authorizing the 2006 Bonds to increase the payments on the 2006 Bonds and the 2006
Basis Swap to equal the 25% cap on the swap payments plus the fixed rate payments on
the 2006 Bonds. The County is again amending the 2006 Bonds ordinance to increase
the total interest payable to include up to 25% on the 2006 Constant Maturity Swap.

Risk Analysis on the Proposed 2000A/2003 Bonds Fixed Pay Swaps

The following is an analysis of certain potential (1) risks to the County by
entering into the 2006 Constant Maturity Swap, (2) the risks inherent in the County’s
currently outstanding debt, and (3) risks already assumed by the County under the
documents supporting the other County Swaps (because the County is the true obligor on
the County Swaps, we will refer to the obligations as being those of the County even
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though GASP and/or the YCIDA is the party signing the contract as the issuer of the
underlying bonds):

Classifications of Risks Inherent in Swap Contracts

1.

Interest Rate Risk is the risk that short term interest rates payable on
floating rate bonds payable by the County increase in the future due to a change
generally in the tax-exempt bond market, or due specifically to credit concerns
relating to the County. The County currently has exposure to floating interest
rates on the 2000A GASP Bonds (combined with the 2000A/2001 Term Period
Floating Pay Swap) and on the 2003 GASP Bonds which has been mitigated
substantially by the BMA floating rate payments it receives on the 2000A/2003
Bonds Fixed Pay Swaps. The 2001 GASP Bonds are already hedged by the 2001
Bonds Fixed Pay Swap. The $5,000,000 out of the $8,375,000 outstanding
2003B YCIDA Bonds are effectively at fixed rates under the 2003B YCIDA
Bonds Fixed Pay Swap (though the $2,000,000 2003A YCIDA Bonds remain
floating), and are payable from sources other than County general revenues. After
entering into the 2000A/2003 Bonds Fixed Pay Swaps, 100% of the debt service
payable by the County general revenues was in fixed rate bonds or synthetically
fixed by swap transactions, thereby minimizing interest rate risk.

The 2006 Bonds have been issued as fixed rate bonds and do not themselves add
any additional interest rate risk to the County. However, the addition of the 2006
Basis Swap introduced a specific type of interest rate risk to the County.
Historically, the receipt of 67% of 1-Month LIBOR and the payment of BMA has
effectively cancelled out resulting in the overall benefit to a basis swap being the
Fixed Spread. As is further discussed in the explanation of Basis Risk, if the 67%
of 1-Month LIBOR is not sufficient to offset the BMA payment due to any of the
factors described below (primarily Tax Risk), at higher levels of short term
interest rates (i.e. 1-Month LIBOR and BMA) the risk and the and any resulting
mismatch will be greater, and could decrease or eliminate the benefit from the
2006 Basis Swap. At lower levels of short term interest rates, the interest rate risk
as a result of a mismatch will be substantially smaller.

Interest rate increases resulting from rating downgrades due specifically to
County credit perceptions in the marketplace (and resulting mismatches between
the County’s bond payments and receipts based on a nationwide index) can be
avoided by the County observing sound fiscal policies. The use of municipal
bond insurance (and the insured AAA rating) on any underlying bonds should
also allow the bonds to be remarketed at variable rates approximating the BMA
index. As the 2006 Basis Swap and the 2006 Constant Maturity Swap
payments/receipts do not rely on the specific credit perception of the County, only
the general relationship of the tax-exempt and taxable indices utilized will impact
the cashflow benefits.
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